Jan 30 2006 12:35Pri Maine & Hsmus 



603. 886. 4796 



p. 41 



Statement of 
Financial Accounting 

Concepts No. 6 

CQN6 Status Page 

Elennents of Financial Statements 

a replacement of FASB Concepts Statement No. 3 
(incorporating an amendment of FASB Concepts 

Statement No. 2) 

December 1985 




t 




Financial Accounting Standards Board 

of the Rnandal Accounting Foundation 

401 MERRITT 7, P.O. BOX 5116. NORWALK, CONNECTICUT 06856-5116 



PACE 4ini • RCVD AT 1/30/2006 12:16:27 PM [Eastern Standard Tbne] ' 8VR:U8PTO-EFXRF«24 • DNIS:273S300 • C8ID:603 8864786 • DURATION <mnvss):24-10 



Jan 30 2006 12:35PM Maine 8. Rsmus 



603. 886. 4796 



p. 42 



comprehensive income. Thus, tbis Statement contimies mdiai^ed the elements defined in 
Concepts Statement 3, although it contains added e>5)lanations stemming from characteristics of 
riot-fox-profit organizations and flieir operations. It also defines three classes of net assets of 
not-for-profit crrganizatLons, distinguished by the presence or absence of donor-imposed 
restrictions, and the changes in those classes during a period — change in penranenfly restricted, 
temporarily restricted, and unrestricted net assets. 

Other Fteslble Elements of Flnandcd Statements 

3. Althougji the dements fefined in this Statement include basic elements and are probably 
those most commonly identified as elements of financial statements, they are not the ordy 
elements of financial statements. The elements defined in this Statement are a related group with 
a particular focus—on assets, habilities, equity, and ottier elements directiy related to measuring 
performance and status of an entity. Information about an entity's performance and status 
provided by accrual accounting is ftie primary focus of financial reporting (FASB Concepts 
Statement No. 1, Objectives o/Financiai R^rtmg by Business Enterprises^ paragraphs 40-48, 
and FASB Concepts Statement No. 4, Objectives of Fincmcial Reporting by Nonbusiness 
Organizatims^ paragraph 38-53). Other statements or fi>cuses may require other elements. ^ 

4. Variations of possible statements showing the effects on assets and liabilities of 
transactions or other events and cdrcumstances during a period are almost limitiess, and all of 
them have classes of items that may be called elements of finaoicial statements. For exan^le, a 
statement showii^g funds flows cash flows durir^ a period may include categories for fisnds or 
cash provided by (a) operations, (b) borrowii^, (c) issuing equity securities, (d) sale of assets, 
and so forth Other projects may define additiorial elements of financial statements as needed. 

Elements and VlnaDcial Representatioiis 

5. Elements of financial statements are the buQdirig blocks with which financial statements 
are constmcted — ^fhe plasses pf iten^ that financial statements comprise. Elements refers to 
broad classes such as asset^, lia^^ilities, revenues, and expenses. Particular economic thir^ and 
events, such as cash on hand or selUng merchandise, that may meet the definitions of elements 
are not elements as the term is used in this Statement Rather, they are calle^iifiv^ or o4ier 
descriptive nam^. This Statement focuses on the broad classes and their characteristics instead 
of defining particular assets, liabilities, or other itens. Although notes to financial statements 
are described in some authoritative pronouncements as an integral part of financial statements, 
they are not elements. They serve different fimctions, includii^g anqdifying or complementiT^ 
information about items in financial statements."^ 

6. The iii^r0&^ that are foraially incorporated in financial statements are financial 
representations (depictions in words and numbers) of certain resources of an entity, claims to 
those resources, and the efifects of transactions and other events and circumstances that result in 
clfflnges in those resources and claims. That is^ symbols (words and numbers) in financial 
stetements stand for cash in a baiik, buildir^s, wages due, sales, use of labor, earthquake damage 

Ccpyiif^ e 1 98S, Financial Aocouoting Standerxb Bo&M Hot fx redisinhution 
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fhiMwte! tttrtanent concepts ' 

It enables users to identify eimilaritiea in and differenced between the 
information provided by two sets of financial statements. Comparabil- 
ity is important when comparing the finaneia! statements of two differ- 
ent entities and when comparing the financial statements of the same 
entity over two periods or at two different points in time. 

^ Comifflrability in the finaoaal statements of an entity is enhanced 
when the same accounting polidea are used consistently from period to 
period. Consistency helps prevent miaconoeptionB that might result 
from the application of different accounting policies in difTerent periods. 
When a change in aocountingpclicy is deemed to be af^rcpriate^ disclo- 
sure of the e €£edta of the change may be necessary to maintain compara- 
bility. 

Qualitative characterlsttoa trade-off 

£4 In practice, a trade-ofiT between qualitative characteristics is often 
necessary, partiailarly between relevance and reliability* For examjde, 
there is often a trad&off between the timeliness of producing financial 
statements and the reliability of the information reported in the state- 
menta Generally, the aim is to achieve an appropriate balance among 
the charactenstica in order to meet the objective of financial etate- 
ments. The relative importance of the eharacteristaes in different cases 
is a matter of professional judgment. 



ELEMENTS OF FINANCIAL STATEMENTS 

25 Elements of financial statements are the basic categories of items 
pcH'trayed therein in order to meet the objective of financial state- 
ments. There are two types of elements: those that describe the eco- 
nomic resoorees, obligati<m3 and ecfuity/det assets of an entity at a 
point in time, and thcie that desciibe changes in economic resources^ 
obUgatians and equityAiet assets over a period of time. Notes to finan- 
cial statements, which are useful for the purpose of darificaUon or 
fiirther explanation of the items in fizumdal statements, while an inte- 
gral part of financial statements^ are nc^ considered to be an element. 

.26 

' pOTtreor^ statements. Th& ezistende of other items is not 

precluded. In practice, a balance sheet may include, as a cat^ory of 
assets or liabilities, items that result trom a delay in recognition of 
revenue, expenses, gains loid losses^ Criteria for the recognition of 
items in financial statements are discussed in paragraph 1000.44 

.27 In the case of profit oriented enterprises, net income is the residual 
amount after expenses and losses are deducted trom revenues and 
gains. Net income generally includes all transactions and events 
increasing or decreasing the equity of the profit <»iented enterprise 
except those that result fi^m eqtiity contributions and distributions. 
Investors, creditors and other users frequently use net income as a 
measure of economic performance of profit oriented enterprises. 

1000.23 ii)m4i9M-Acca»rnNQREOOMUBa>unis-m^ 
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flnanda! atalement concepl» 



In the caae of not-for-profit organirationa, the ^^^^P^^^J^jf SStJj 
revenues and gains over expenses and losses is an important mal^r 
S ui™ of thfextent to which a not-for-profit organization has been 
able to obtain resources to cover the cost of its services. 



.28 



.29 



.30 



ABs^ts"^ economic resources controlled by an entity as a result 
^S^SSSsor events and from whidi future economic benefits 
may be obtained. 

Assets have three essential characteristics: 

M thev embody a future benefit that involveB a capacity, sing^ or 
^ ^bffilSth other assets, in Ihe^ of ^ 
enteiprises. to contribute diredJy or mdirectly to future netcaah 
floSraf and/in the case of not-fcr-profit organizations, to provide 
services; 

(b) the entity can control access to the benefit; and 

(c) the transactioii or event giving liae to the entity's right to, or 
control of, the benefit has ahwady occurred. 

It is not essential for control of access to the tjra^t to be leg^ .31 
Srforeeable for a resource to be an asset, ^vided the entity can 
control its use by other means. 

ii^fc^W obligations of an pitityariHmgfr^ ^ 
events, the settlement of which may reaoK m tiie tranrferjw ^ ot 
pwvtoM of services or other yielding of economic benefits in 
the future. 

Liabflitaes have three esaoitialcharacteristica: -33 

(a) th^ embody a duty or responsibility to others that en^aettl^ 
meitbyffiretraasfer or use of assets, provifflonrf 

other yielding of economic benefits, at a specified or detemnnabte 
date, on occurrence of a specified event, or on demand; 

(b) the duty or responsibility obligates the entity leaving it Uttle or no 
discretion to avoid it; and 

(c) thetransactionoreventobHgatingtheentityhasahreadyoccurred. 

LUbilities do not have to be legally enforceable m-ovided that th^ M 
iSeSmeettiie definition of Babilitiesjthey jan^eb^^^ 
ble^^tructlve obUgations. An equitable obhgatoon is a duty W 
onethical or moral conJderations. A constructive obligation is one that 
Sli bSS-Sfrom the ikcts ta a particular situation as opposed to a 
contractually baaed obligation. 

^SqS'^^^ersWp interest in the as^ of a P«Jt °nent^ .36 
^iterprise after deducting its liabilities. While eqmty of a profit on- 
StSSrprise in total a residual, it includes specific categones of 
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fi nanctal statement concepts 

items^ for example, types of share ct4>ital^ contributed surplus and 
retained earnings. 

In the case of a not-for-profit organisation, net assetj9» sometimes 
referred bo as equity or fund balances, is the residual interest in its 
assets after deducting its liidbilities* Net assets may include specific 
categories of items that may be either restricted or unrestricted as to 
their use. 

.37 Revenues iare increases in economic resources, either by way of inflows 
or enhancements of assets or reductions of liabilities^ resulting from 
the ordinaiy activities of an entity. Revenues of entities normally arise 
from the sale of goods, the rendermg of services or the use by others 
of entity resources yielding rent, interest, royalties or dividends. In 
addition, many not-for-profit organizations receive a signilicant propor- 
tion of their revenues from donations, government grants and other 
contributions. 

^ Expenses are decreases m economic resources, either by way of out- 
flows or reductions of assets or incurrences of liabilities, resulting from 
an entity's ordinary revenue generating or service deliveiy activities, 

•39 Gains are increases in equity/net assets from peripheral or incidental 
transactions and events affecting an ^itity and &bm all other transact 
tioiis» events and circumstaiices affieetic^ the entity except those that 
result from revenues or equity/net assets cantributions. 

.40 Losses are decreases in equity^et assets from peripheral or incidental 
transactions and events affecting an entity and from all other transac- 
tions, events and circumstances aSiectang the entity except those ibst 
result from expenses or distributicns of equity/net assets. 



RECOGNrnON CRrTERIA 

.41 Recognition is the process of including an item in the financial state- 
ments of an entity. Recognition oonsista of the addition of the amount 
involved into statement totals t<^^her with a narrative description of 
the item (e.g., ''inventoiy, ^'salea^, or "donations'^ in a statement. 
Similar items may be grouped togeUier in the financial statem^ts for 
the purpose of presentation. 

.42 Recognition means inclusion of an item within one or more individual 
statements and does not mean disclosure in the notes to the financial 
statements. Notes either provide further details about items recog- 
nized in the financial statements, or provide information about items 

1000^ MM04tS96- ACCOUNTS leCOtMSMIONS-MOeiOa 
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